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Honorable Lan Rostenkowski
Chairman . -

Comnittee on Ways and Means '
1102 Longworth House Office Building
Washington, D. C. 20515-6348

Dear sr. Chairman:

On march 9, 1988, Acting Director of Central Intelligence Robert M. Gates
submitted to the House a proposed Intelligence Authorization Act for Fiscal
Year 1989. Section 601 of that proposal would amend Section 912 of the
Internal Revenue Code to provide tax treatment on allowances for certain
Department of Defense personnel comparable to that provided to Foreign Service
and Central Intelligence Agency employees for similar éllowan%es.

Al — e R

In introducing the Intelligence Authorization Act for Fiscal Year 1989
(H.K. 4387, ordered reported by the Permanent Select Committee on Intelligence
on April 14), I did not include this provision, which more properly lies :
~within the jurisdiction of the Committee on Ways and Means. I beliéve,
however, that this proposed change to the Code is a reasonable one and that it
deserves consideration by your Committee. I have urged the Director of
Central Intelligence to commurricate directly with you concerning this proposal
and will be happy to appear in" support of it before the Committee.- I enclose

a copy of tne provision and an explanation provided by the acting Director of
Central Intelligence.

Enclosures

cc: Director of Central Intflligence
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'"'(2) The terr 'fcreign intelligence collecticn ectivitiec'
reans the collection cf fereign intelligence or
counterintelligence infcrmaticn, &nd related suppcrt
activities, bv a compcnent of the Departrent of Defense.

"(3) The term 'intelligence activities' means --

"(4) the collecticon cf fecreigrn irtelligence or
ccunterintelligence inforration;

" "(F) the conduct cf counterintelligence cperations;
"(C) the conduct cof ccvert acticn;
"(B) suppert activities; and

"U(E) - anv other intelligence cr -intelligence-related
activity of the Lpited States."

(t3(1) Except &s prcvidec¢ bv peragreph (2), sutchapter II
of crapter 21 cf title 1C, Uniec Ctates Code, eas egédec tv
csubsecticn (a), shell take effect at the end cf the $C-deyv
pericdé beginning cn the date cf the enactrent cf thiice act.

\
(2) Secticn 436(e) cfsuch title (relating tc regulaticns)
shell tave cffect cn the dete cf enactment of this Act.

TITLE VI - NS&/LIA
PERSONNEL AUTHCRITIES IMPRGVEMENTS

NSA/TL14 Emplovee Tex Equalizaticn

SEC. 6G1. Section €12 (1) cf chapter l'cf title 2€¢, Unitec

States Code, is amended bv striking the '"cr' in peragreph (C)
and inserting at the end therecf the following new paragraphs:

"(E) subcecticn (t) cf secticn ¢ of the Neticnal
Security Agency Act cf 1959, as amended (50 v.s.C. §402
note), whenever the allcwsnce woulc be excluded from gross
income under paragraphs (1) (A) cr (1) (E) of this section, or

"(F) subsecticn 1€05 (8) cf title 1C, United States
Code, whenever the allowance woulc be excluded from gross
income under paragraph 1(A) of this section.'.
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TITLE VI
NSA/TIA
PERSONNEL AUTHORITIES I1}PRCVENINTS

Secticr €(C1 would emené sectien €12(e) cf the Internel :
Revenue Ccce of 1954 to grant tax treetrwent cf ellcwances -
currently provided to certair Depertrent of Lefence (eh)
personnel under sectien 9(b)(1) cof the Neticnal Securityv Agencv
Act ‘cf 1S3C and section 1€C5 cf title 1C, Unitecd States Ccac,
comparable with that provided to Foreigr Service enplovees for .
sirilar allcwances. o ’

The Intelligence Authorizatien Act ‘of 1982 - (Public Lew

. 97-86¢) amended the.National Security Agencv Act of 1959 tg
allcw the Cirectcr of the Naticnal Security Agency to provide
allcwences encd benefits to cetain civilian erplcevees of DeD
vwhich were ccrparatle tc those previded tc the Departrent of
Stete's Fereign Service and to erplovees of the Central
Intelligerce Lgency. During tke irplermentzticn of this
statute, it was disccvered that comparatility c¢f the allowances
cculd net be achieved unless the tax exerption previded for
Foreign Service and CIA erplovees ‘under section ¢12(1)(A) and
(B) of the Internsl Pevenue Code wes alsc available for
civilians ermplcved and assigned to the Naticnal Security Agencv.

The Intelligence Authorizaticn Act fer Fiscal Year 1C84

(Futlic Law ©8-215) amended title 1C, United States. Code, to
prcvide certein ellowances and benefits tc perscnnel essigned
tc Defense Attaché Cffices and Defense Intelligence Agencv L
(LI£) Lieiscn Cffices cverseas cooparable te thcese previded bv
the Secreterv of State to officers and emplovees of the Foreign
Service uncder chapter § cf title I of the Fereign Service Act’
of 158C and the provisicns of 5 U.S.C. §5924 (4). Although

| secticn 1605 was designed to establish equivalence between

| DAG/DIALO civiliens and Foreign Service personnel with respect

| tc menv allcvances and benefits, the actual value of the
allowances and benefits to DAO and DIALO personnel is less than

| the value cf the benefits to Fereign fervice perscnnel, ‘since

| the benefits granted under the Foreign Service Act are tax-free

} bv virtue of section ©12 cof the Internal Revenue Code while

| these granted under section 1605 are not exemnpt from taxation.
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The current inequity in taxetion hes been compounded by
subsection 1232(t) cf the Tax Fefcrr Act of 15866 (Public Law
¢6-514). This subsection provices that civilian emplovees cf
DeD stationed in Panare mav exclude frem gross inccme
allovances which are comparatle tc allcwances excludable under
cection S12(a) cf the Internal Fevenue Ccde bv emplovees cf the
Depertment cof State stationec¢ in Fanama. Thus, it appears that .
anv Lefense Intelllgence tgencyv cr Naticnal Securityv Agencyv
perscrnel staticned in Penara v111 in future taxable vears, be
able to exclucde froo their gress incere Fereign

Serv1ce e001valent allovancec anc benefltﬂ granted tc themn.

As & recult of the prcvisicns dlccussed abcve, there is ncw
a situetion where the tax laws treat .identicel sllowances and
benefits differently for NSA and ['IA civilian personnel.

.. staticned cversess, from that of Fcrelgn Service personnel.
_ Morecver, under the Tax Referm Act of 1986, the tax laws now B
treat identical ellowances and benefits dlfferevtlv for KSA and

DI/ civilian perscnnel in Panare from all other NSA and LIA
civilian personrel stationed oversezs. The additicn cf the
propcsed paregraphs (E) and (F) tc secticn S12(1) cf the
Internal Revenue Code of 16954 will preovide equal tax treatrent
for identical allcwances and benefits received bv NSA, DIA and
Foreign Service civilian personnel staticned around the world.
. \

The Congress is mindful of this problem and hses indicated e
willingness to assist. A prcvisicn identical to the amendment
sought here was included in S. 1243, the Figcal Year 196&/8¢
Intelligence Authorization.Act &as repcrtec bty .the SenatefSelect,
Corrittee on Intelligence. During flcor ection cn Julv 23,
1987, however, SSCI Chairren Borer was compelled to move tc
strlLe the prov151on from S. 1243 on account cf a -
jurisdicticnal. dispute. Le indicated,. however, that the .
Cengress weould be verv receptive tc the provision in the fUtLre
(CcnOrQSC1onal Reccrd, Julv 23, 19E7, pp. € 10591- 92) Secticn
6T7 is resubmitted to allow the Congress to proceed in the
ratter.
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